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Americans have become increasingly aware that 
there is an inextricable link between our eco- 
nomic policies and our political and strategic 
objectives. But we still face the task of working 
out a trade and investment program commen- 
surate with the obligations the United States has 
undertaken in world affairs. In this period of 
reappraisal every citizen should be acquainted 
with the facts and problems of our foreign eco- 


nomic policy. 


TALKING IT 
OVER 


NUMBER 106 
JULY-AUGUST 1954 


| 
13 
} 
4 
4 


The Authors 


Dr. Isapor Luin, economist, public servant, educator and author, 
has served the United States under four administrations, both 
Republican and Democratic. Former United States representa- 
tive to the United Nations Economic and Social Council and 
alternate United States delegate to the 7th Session of the General 
Assembly (1952), he was also for several years United States rep- 
resentative on the Governing Body of the International Labor 
Organization. At present he is vice-chairman of the Executive 
Committee of the Franklin D. Roosevelt Foundation. 


Forrest D. MurbEN, JR., is a young man who has achieved an 
outstanding reputation as an expert on economic, social and 
international affairs. Now in private industry, he was formerly 
an adviser on economic and social affairs at the United States 
Mission to the United Nations. During World War II Mr. Murden 
served in the United States Navy. 


In the research work for this book the authors had the assist- 
ance of CHARLES WICKE MULLER, who is now executive director 
of the World Affairs Council of Rhode Island. 


HEADLINE SERIES, No. 106, July 20, 1954, published bimonthly by the 
FOREIGN POLICY ASSOCIATION, INC., 345 E. 46th St., New York 17, N. Y. JOHN 
W. NASON, President; VERA MICHELES DEAN, HEADLINE SERIES Editor; FELICB 
NOVICH, Assistant Editor. Subscription rates $2.00 for 6 issues. Single copies, 
35c. ENTERED AS SECOND CLASS MATTER AUGUST 19, 1943, AT THE POST OFFICE 
AT NEW YORK, N. Y., UNDER THE ACT OF MARCH 3, 1879. Copyright, 1954 by 
FOREIGN POLICY ASSOCIATION, INC. Produced under union conditions and com- 
posed, printed and bound by union labor. Manufactured in the United States 
of America. 
Library of Congress Catalog Card No. 54-11554 


347 


Our Stake 
in World Trade 


by Isador Lubin and 
Forrest D. Murden, Jr. 


WE AMERICANS ARE BLESSED WITH ABUNDANCE. Our land is endowed 
with a rich variety of the earth’s natural resources. Our soil is 
fertile, and our people are skilled in the arts of industry. We 
have made the most of our natural blessings. With only 6 percent 
of the world’s population and land area, we produce about 40 per- 
cent of the world’s output. But our high standard of living cannot 
be maintained solely by our own efforts and our own resources. 
We depend on the labor and resources of other peoples to keep 
the good things of life in our homes and on our tables. 


We Depend on Others 


Have you ever imagined what it would be like if we were to 
be shut off from the products of other lands? Do you know what 
would happen to our standard of living if we tried to manage 
solely with what we could produce within our own borders? 
Among other things, our larders would be without coffee, tea, 
cocoa and bananas. Sugar, pineapples and many other foods would 
be selling at prices far above their present levels. 

Television and radio, if we had them at all, would be luxuries 
beyond the means of most Americans. The same would be true of 
telephones, automobiles, washing machines and other common 
household appliances. There would be a shortage of newsprint for 
publishing our newspapers and magazines. 

If we were to be shut off from the rest of the world the prosperity 
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and standard of living of other nations would likewise be seri- 
ously lowered. They eat our wheat, cereals and fruits. They smoke 
our tobacco; they wear clothes made of American cotton and 
synthetic fibers. They drive in our automobiles and fly in our 
planes. They harvest their crops with American-produced farm 
machinery. They keep their factories operating with equipment 
made in the United States. 

If they could not buy these American products our own stand- 
ard of living would in turn be cut still further. Our foreign sales 
of these and other goods are viial to our prosperity. America’s 
exports supply employment and income in one way or another 
to millions of our citizens. Trade spells the difference between 
high and low standards of living not only for others but for our- 
selves as well. 

Today this mutual dependence has a meaning far wider than 
the mere maintenance of American prosperity. We in the United 
States and our free friends in other parts of the world are living 
under the dark shadow of the Communist threat. Our ability to 
defend ourselves rests on our joint economic and industrial 
strength. Our defense establishment and that of our allies require 
raw materials from all corners of the earth. Anything we do to 
facilitate and expand the flow of these necessary materials from 
abroad directly affects our ability to produce the guns, the tanks 
and the planes essential to American security and independence. 


U.S. Not Self-Sufficient 

The United States can no longer afford to act as though it were 
a self-sufficient nation. There was a time when we felt perfectly 
secure, surrounded by two vast oceans, like a medieval castle pro- 
tected behind a moat. These oceans have now become bridges. 
Just as we have accepted the fact that we cannot politically isolate 
ourselves from the rest of the world, so must we also recognize 
that we cannot go it alone economically. Because we are today 
the powerhouse of the world, every decision we take with respect 
to economic policy has great meaning and is of consequence to 
the economies of our friends. 
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The Economic Health 
of the World 


‘THE FREE WORLD HAS SHOWN REMARKABLE economic progress since 
World War II. New production records have been attained not 
only by the United States but also by our friends abroad. The 
movement of goods from country to country, however, still re- 
mains fettered. 

International trade is shrouded in a maze of controls, import 
quotas and licensing systems. Scarcely any currencies are fully 
convertible. Governments discriminate against one another in 
their purchases and sales. An Italian importer, to give a typical 
example, cannot import French wines because his government 
will not grant him the francs necessary to pay for them. The 
French government will not permit a businessman to buy Swiss 
sewing machines because the quota on this product has already 
been filled. A London trader in Scotch whiskey is directed to 
reduce his sales to Greece and sell more in the United States or 
Venezuela. An assembler of American typewriters operating in 
Brazil cannot get the dollars from the Brazilian National Bank 
to import the parts needed to keep his plant operating. In Uru- 
guay an immigrant is not permitted to buy Deutsche marks to 
send as a gift to his family in Germany. Practices of this character 
cause discrimination and ill will in addition to reducing trade and 
hindering the most economic use of resources. 

If the free world is to attain the strength it needs, it can not 
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permit its economy to continue to be hamstrung by trade restric- 
tions. Flexibility must be restored to the international movement 
of goods and money. Currencies must be made more freely con- 
vertible, and with but few exceptions such as certain strategic 
items the composition and the quantity of imports and exports 
should be determined not by government edict but by what busi- 
nessmen want to buy and sell. The consumer should rule the roost. 
If the French can pay for Swiss sewing machines and the Brazilians 
for typewriters, French and Brazilian businessmen should not be 
prevented by government regulation from supplying them. 


The Good Old Days 

Such conditions of international trade are not mere creations 
of the imagination. They have existed in the past. The great 
Industrial Revolution of the 19th century was achieved in the 
framework of international trade comparatively free from restric- 
tions. It was a century characterized, on the one hand, by great 
economic change and, on the other, by unparalleled progress in 
industrial technique, in the development of new resources and in 
the opening up of new areas. 

During this period there were few restrictions designed to 
reduce or distort the movement of goods between countries; in 

‘fact, national economies were geared to a high volume of inter- 
national trade. Tariffs were by and large low and nondiscrimina- 
tory, and their main function was to produce revenue. The 
monies of the world were stable in value, backed by gold and 
silver, and immediately convertible into other currencies. There 
was a great abundance of funds for investment, and money 
migrated abroad with little difficulty. 

Most countries assured safety of operations and the security 
of property to foreign businessmen, and the “rules of the game” 
were pretty generally respected. The easy mobility of capital and 
even labor facilitated a rapid adjustment to disturbing influences 
caused by different rates of economic development. 
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In short, before World War I the world economy quite gener- 
ally ran on all cylinders, despite the rapidity of change. By con- 
trast, the machinery of adjustment in this decade is a Rube Gold- 


berg contrivance. 


The Elusive Dollar 

The nature and size of the problem that must be resolved can 
best be visualized by a picture of the balance of payments of the 
United States—the accounting sheet of our business transactions 
with other countries. 

From 1946 through 1952 our exports of goods and services 
reached a total of $123 billion. During this same period the goods 
and services purchased from abroad by the United States totaled 
only $78 billion. In other words, the exports of foreign nations 
to this country were sufficient to pay for only 63 percent of what 
we sold to them. The difference of $45 billion had to be made up 
in other ways. A small fraction was taken care of by our customers’ 
sending us about $2 billion worth of their foreign reserves and 
assets. Most of the remainder was paid for by United States gov- 
ernment aid. 


The ‘Dollar Gap’ 

This is the celebrated “dollar gap’—the difference between 
what foreign countries buy from us and what we sell to them. 
It is the major reason why so many countries have felt compelled 
to restrict purchases abroad by their businessmen. It is the cause 
of trade and currency restrictions. Only through such restrictions 
could they be sure that the limited dollars available to them would 
be used to purchase the things they most urgently need. 

Despite the great economic progress in Europe, Latin America 
and Asia since 1946, their requirements for our goods are still far 
greater than their supply of dollars to pay for them. In 1952, the 
last year of the Marshall plan, our exports to the rest of the world 
were $15.2 billion, while our imports were but $10.8 billion. Even 
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with the tight restrictions against buying goods from the United 
States, the gap in 1953 was almost $3 billion. 

Europe, in particular, has found itself increasingly dependent 
on American imports to meet its needs. At the same time the 
United States has become less dependent on Europe. Europe today 
consumes approximately 30 percent of our total exports and 50 
percent of our exports of food and raw materials. These goods are 
26 percent of Europe’s total imports, representing close to its 
minimum requirements from the dollar area. If it could obtain 
these goods elsewhere, Europe would do so to reduce its depend- 
ence on American financial assistance. 


Need for More Trade : 

The solution to the world’s economic difficulties rests in large 
measure on the elimination of the dollar gap. This can only be 
accomplished by opening up new opportunities for international 
trade so that the dollar-short countries can earn more by export- 
ing more to a bigger world market. Trade is absolutely vital to 
Europe and Japan, where it spells the difference between pros- 
perity and want. In 1952, for example, the value of Dutch exports 
was 46 percent of the national income. The percentage for Bel- 
gium was 40, Britain 20, Germany 19, France 13 and Italy 11. 
These ratios are very high, but they must be raised even more if 
these countries are to prosper and support themselves. The rest 
of the free world does not want to depend on American generosity 
to meet its trade deficit; it would like to be able to pay its own 
way. No country is content with the present situation. All would 
like to be in a position to abandon trade restrictions and return 
to the harmonious system of multilateral trade shattered by the 
two world wars. 


Wanted: U.S. Leadership 


One of the major reasons for the chronic nature of the dollar 
gap is that the United States has not fulfilled the role of economic 
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leadership thrust upon it. We have only taken stop-gap and half- 
way measures. Instead of plugging up the holes in the bottom of 
the boat, we have been content with just bailing it out. 

The prominent position of the United States today is roughly 
similar to that held by Great Britain in the 19th century. As the 
world’s greatest creditor and industrial power, Britain adopted 
a policy of high merchandise imports and large-scale overseas 
investments, which assisted in keeping the world economy on an 
even keel. But world conditions have changed. Unlike 100 years 
ago, we could not, even if we so desired, use force to coerce a 
small country into line. Neither we nor any Western European 
power holds political hegemony over vast areas of the world 
today. We cannot dictate the economic rules of the game. Quite 
the contrary, the free world is a voluntary association based on 
mutual respect and cooperation. The role of leadership is there- 
fore made that much more difficult, and requires the utmost 
effective efforts of the nation saddled with the job. Whether we 
like it or not, we have the job. Although we are now at the helm, 
we have not yet developed a policy commensurate with the role. 
Our attitude toward international economic problems has been 
reminiscent of the era when the United States was an industrial 
infant and resorted to heavy protection. 


Our Protectionist Past 

From the Civil War until 1914 American tariff history followed 
the customary pattern of a new country eager to develop its manu- 
facturing and protect its infant industries. During this era the 
United States was a heavy borrower from abroad, and the effects 
of our protectionism were not disturbing to the rest of the world. 
As a debtor nation we were compelled to maintain a trade surplus 
in order to make interest and capital payments. 

After World War I we found ourselves the world’s creditor. 
All of the important nations were in debt to us. But our tariff 
levels moved in a direction exactly opposite to that which one 
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might expect. Despite our new creditor status, protectionism was 
more fervently embraced than ever. The tariff was raised in 1921, 
again in 1922, and reached a new high in the enactment of the 
Hawley-Smoot Tariff in 1930. Up to 1929, however, the full con- 
sequences of this revived protectionism were hidden by heavy 
lending abroad by our government and by our banks. During the 
20’s our foreign loans approximated a billion dollars annually. 

At the same time our domestic industries had expanded to the 
point where we were eager for foreign markets. Through loans 
we generated a foreign demand for our goods. In other words, 
the difference between our exports and imports was paid for by 
the American capital that we loaned abroad. Unlike the pre-1914 
lending of Britain, France and other investors, however, most of 
these American funds did not go into productive enterprises, such 
as rubber plantations, mining and railroads, but were largely 
frozen in unprofitable governmental undertakings. 


Reciprocal Trade Agreements 


The central pillar of America’s present-day trade policy is the 
Reciprocal Trade Agreements Program. Its passage in 1934 was a 
significant milestone in our legislative history, marking the end of 
our strongly protectionist policy. 

The program is largely the creation of Cordell Hull, who, first 
as Congressman, then as Senator and later as Secretary of State, 
worked assiduously for a more liberal commercial policy. Hull 
recognized that the increased rates and import restrictions in the 
Tariff Act of 1930 constituted an important factor in worsening 
the world depression. 

The Reciprocal Trade Act was an important departure from 
our customary way of writing tariffs. It provided that duties could 
be set by negotiation with other countries. Previously, the Con- 
gress had usually set the rates without regard to the interests of 
other countries. Rate-making by the legislature, moreover, had 
invariably resulted in higher tariffs due to the efforts of special 
and sectional pressures. 
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More Power for Executive 

In most other countries tariff-making is the function of the 
Executive and relies primarily upon negotiation. Until 1934 for- 
eign nations were reluctant to enter into trade negotiations— 
which are usually time-consuming and complicated operations 
—with us for they knew the unhappy record of the Senate in this 
regard. Not even one of more than a score of treaties providing 
for tariff reduction had escaped the Senatorial burial ground. 
Now the Congress delegated its role as tariff maker to the Execu- 
tive. Trade agreements could be negotiated and effected by 
simple Presidential proclamation instead of requiring the cus- 
tomary consent of two-thirds of the Senate. For the first time 
since we had constructed high import barriers, national interest 
in trade could prevail over local pressure. 

Under the Trade Agreements Act the President had the power 
to raise or lower the Hawley-Smoot rates by as much as 50 percent 
in exchange for trade concessions from another country. He could 
not transfer to the free list any dutiable imports, but he could 
“bind” an item already on the free list—that is, he could promise 
that the United States would not set a tariff on a given item. The 
law provided for the equality of treatment of all countries. Duty 
reduction granted to one nation automatically applied to all 
nations that did not discriminate against us. Reciprocally, any 
trade concession given to a third country by one of our trade 
agreement partners was also to be given to us. The program ex- 
tends fair treatment and equal opportunity to all to compete in 
the world market. 

The results of the Act can be documented. The level of duties 
paid on United States imports fell from 52.8 percent under the 
Tariff Act of 1930 to 37.3 percent in 1939 and 19.4 percent in 
1947. In the latter year about 94 percent of our imports entered 
the United States under trade agreement provisions. These duty 
reductions have greatly stimulated our trade. Between the two- 
year periods of 1934-1935 and 1938-1939 our exports to trade- 
agreement countries increased by about 63 percent. They ex- 
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panded by only 32 percent to nonagreement countries. Our im- 
ports from trade partners rose by 22 percent but from nonagree- 
ment countries by 13 percent. 


Bargaining Through GATT 

One of the most important achievements under this program 
was the signing of the General Agreement on Tariffs and Trade 
(GATT) at Geneva in 1947. To hasten the reduction of trade 
barriers on a world-wide basis, the United States had proposed that 
a group of nations negotiate a multilateral reduction of tariffs. 
Of the 22 nations that were invited to enter such negotiation, all 
accepted except the Soviet Union. Through GATT they bar- 
gained with each other for tariff reductions on a product-by- 
product basis. Then these bilateral arrangements were amalga- 
mated into one treaty and made applicable to all the signatories. 
In all, the negotiations affected approximately 45,000 items. 

The GATT members bargained additional concessions at 
Annecy, France, in 1949 and again at Torquay, England, in 1950. 
At both meetings new countries joined the system. Today the 
GATT arrangements include 34 countries, which account for 
over 80 percent of the world’s trade. In the autumn of 1953 the 
GATT members met in Geneva to consider further measures to 
unfetter trade restrictions. But no new concessions were nego- 
tiated because the United States was reluctant to discuss any fur- 
ther tariff reductions until the Republican Administration took 
a new look at our trade policy. 

In addition to limited tariff reform the United States has under- 
taken other measures to stimulate increased world trade. Perhaps 
one of the greatest marks in our favor is what we did not do. We 
did not help our allies finance World War II by lending them 
money. We thereby avoided repeating the vicious old spiral of 
World War I when our allies had to sell more than $3 billion of 
their assets in the United States and borrow billions more from our 
government and from private sources. The end of the war found 
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them in debt to us for some $16 billion, a debt that, for the most 
part, they were later unable to repay. During World War II the 
lend-lease program was established to supply our allies directly 
with necessary materials. Article VII of the lend-lease agreements 
stated with foresight that the postwar settlements should not 
burden commerce between countries. Had we not learned our 
lesson, America today would be a creditor to an extent almost 
beyond comprehension. And we would undoubtedly have had, 
as a consequence, another world financial crisis on our hands, 
compounded by defaults, ill will and misunderstandings. 


World Bank and World Fund 

During World War II we and our allies prepared the ground- 
work, in a series of measures, for hastening the restoration of a 
system of multilateral trade. The International Monetary Fund 
was set up in late 1945 to facilitate the convertibility of inter- 
national currencies and to maintain the stability of monetary 
values. Each of 55 governmental members has a specified amount 
of gold and national currency on deposit with the Fund. In re- 
turn, members are assured of help when temporarily unable to 
meet their foreign payments. The Fund lends the foreign cur- 
rencies needed, thereby easing the payments situation. 

A second international agency—the International Bank for 
Reconstruction and Development—was charged with the responsi- 
bility of rebuilding the economies devastated by the war and of 
financing the economic development of backward countries. The 
capital of the bank is $10 billion, of which 20 percent is actu- 
ally paid in. 

The Bank represents a departure in the field of international 
finance. Designed to supplement and mobilize private capital 
rather than to take its place, the World Bank both guarantees 
and makes loans. In eight years of operation it has lent more 
than $1.7 billion. In addition, it has furnished helpful advice and 
prepared comprehensive surveys for backward countries concern- 
ing the best means of developing their economic potential. 
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In 1946 the United States granted Britain a loan of $3.75 billion 
to finance reconstruction. It was thought that this sum would be 
adequate to permit the British to maintain the dollar converti- 
bility of the pound sterling. 

These ambitious programs, plus a number of short-term and 
emergency relief measures that we also undertook, were not 
enough. Unfortunately, but understandably, the historical course 
of events and the magnitude of the problems in the immediate 
postwar period were foreseen to a limited degree only. The re- 
sources of the Fund, for example, have proved totally inade- 
quate to meet the world shortage of dollars. The capital of the 
Bank could not possibly have financed the herculean job of re- 
construction, let alone tackle the economic development of 50 per- 
cent of the world. Even the British loan was exhausted by 1947. 

The world’s needs far outdistanced its ability to pay. The many 
drains on the limited and depleted resources of Europe and Asia 
soon made it obvious that the nations of two continents could not 
meet the gigantic costs of restoration and development. The 
United States was the single largest source of the industrial and 
raw materials needed to rebuild the devastated nations. Accord- 
ingly, all eyes were focused on us for the answer. 


The Marshall Plan 

In a courageous and imaginative way, the Marshall plan pro- 
vided that answer. It was expensive, financially speaking, but 
represented the only possible answer at that time. The $13 billion 
supplied by the United States between 1948 and 1952 was to 
Europe like the injection of a miracle drug. The patient began 
to make rapid progress under the continued treatments. By early 
1950 agricultural production had matched prewar levels and in- 
dustrial output was 120 percent of prewar. Both in conception 
and accomplishment the program was one of unprecedented 
dimensions. 

Our dramatic rescue had prevented starvation in Western Eu- 
rope, maintained the flow of vital materials, and prevented the 
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collapse of its economy. The action had significant political conse- 
quences, for with the resulting upsurge of morale in the democra- 
cies, a dike was erected against the Communist tide. The European 
Recovery Program held great meaning for future economic co- 
operation as well. It was a factor in securing the reduction of 
intra-European trade barriers and in creating the European Pay- 
ments Union and the European Coal and Steel Community. 


Point Four Program 

In 1949 the United States initiated its ‘bold new program” to 
share its industrial technique and scientific know-how with the 
underdeveloped countries of the world. The program, which 
quickly came to be known around the globe as Point Four, 
brought hope and revived morale to more than a billion depressed 
people. For the first time, as a result of the foreign policy of an 
advanced nation, the backward countries have within their reach 
the opportunity to adapt modern techniques to their own require- 
ments. It is not, however, a capital-lending program. It is only half 
of the picture—it applies the know-how but not the “do-with” to 
build the power plants, railroads, highways, schools and hospitals 
the experis tell them they need. 


Effects of Korean War 

Thanks to these stimuli the world economy was ready to move 
into high gear in 1950 when the Korean war brought on another 
crisis. Then the European economy became squeezed by soaring 
raw-material prices, which rapidly drained the meager exchange 
reserves they had laboriously built up since 1947. To meet the 
Communist threat our allies had to cut their production for export 
and expand armaments output, thereby further reducing their for- 
eign earnings. A sterling crisis ensued in 1951, causing the British 
Commonwealth to reinstitute strict austerity measures, which had 
been relaxed only the year before. Other Western European 
nations took similar measures to restrict imports. In 1952 the 
United States again filled the breach with the establishment of 
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the Mutual Security Program. Today the largest single element 
in the American overseas assistance program is direct military aid, 
designed to strengthen the defense potential of Western Europe, 
our front line of defense against the Soviet Union. 

Thus in the economic field the free world has moved from crisis 
to crisis. In 1947, in 1949 and again in 1951 Western Europe was 
scraping the bottom of the barrel of its dollar assets. The free 
world has made substantial progress in increasing its production, 
its standard of living and its capacity for defense, but it is still 
hobbling along on the crutches of United States assistance. 


We Need That Trade 


Although the United States from its birth was opposed to in- 
ternational entanglements, it has never been able to isolate itself 
economically. To begin with, the discovery of our continent was 
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an incident of the trade ambitions of Europe. The American 
Revolution was motivated, among other things, by the desire of 
the 13 colonies to be free of the economic shackles imposed by the 
mercantilist policies of the mother country. The Founding Fathers 
attached great importance to foreign trade. One of the purposes 
of the Federal union was to provide an effective government that 
would promote and encourage national commerce. 

Foreign trade has played an important part in the growth of 
the United States. It was not until many years after the War of 
1812 that the value of our domestic commerce began to exceed 
that of our foreign trade. The export of furs, fish, lumber, tobacco, 
cotton and naval stores was crucial for the prosperity of the east- 
ern seaboard states as late as the Civil War. The settlement of the 
Mississippi Valley and the Great Plains states follow largely in 
response to foreign demand for our food and raw materials. 


What Foreign Trade Means to Us 

While foreign trade has declined in volume relative to our 
over-all commerce, its importance to the maintenance of our 
economy has actually increased over the past 100 years. As our 
standard of living has risen and as our industrial technique has 
progressed, we have become more and more dependent on exports 
and imports to keep our economy expanding. The impressive total 
of American trade today roughly indicates its dollar importance 
to our economy. In 1951 the value of our foreign trade reached the 
highest point in our history up to then. In that year we exported 
over $15 billion worth of goods and our foreign purchases totaled 
about $11.5 billion. In that year almost 9 percent of our produc- 
tion of movable goods was sent abroad. Income from trade of this 
magnitude has a profound influence on the prosperity of the 
country and in many industries represents the difference between 
a profit or a loss. 

Percentages can be misleading, however, and in this instance 
they grossly underestimate the significance of the relationship 
between our foreign trade and our total economy. Our farms are 
geared to produce far more of certain products than our domestic 
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market can consume. Our agricultural exports represent the prod- 
uct of 40 million acres of land. In 1951 agricultural exports 
totaled $4 billion. If equally spread over all American agricul- 
ture, this would have been equal to about $1,100 of gross in- 
come for every commercial farm. United States foreign ship- 
ments of cotton and wheat—two of our most important crops— 
amounted to more than 37 percent of our total production in 
the period 1949 through 1952. One out of every four pounds of 
the tobacco and soybeans we produced in these years was exported. 
For some of the other important crops, exports represented over 
one-fifth of our output; and for agriculture as a whole, exports 
constituted one-eighth of our production. 

The biggest portion of our exports consists of manufactures. 
In 1951 more than 57 percent of our total sales abroad were made 
up of industrial products. One-third of our exports are made up 
of goods which depend on foreign markets for more than 25 per- 
cent of their total sales. The Department of Commerce points out 
that in the years 1949 through 1951, one-half of our total exports 
came from companies whose foreign sales represented more than 
10 percent of their total output. In 1950, the last census year, 
our exports of textile machinery were equal to 25 percent of 
our total production; machine tools, 22 percent; tractors, 21 per- 
cent; printing machinery, 19 percent; oil-field machinery, 16 
percent; diesel engines, 13 percent; motor trucks and agricul- 
tural machinery, 11 percent. Even in textiles, where we have 
to meet serious foreign competition, American cotton mills have 
shipped abroad more than 6 billion yards of cloth in the past 
seven years. These exports, according to the president of the 
Textile Export Association, Mr. Mathew J. Cuffe, have been one 
of the factors which made it possible for the American textile 
industry to pay the highest wages in the world. 


Foreign Trade and Employment 

What the maintenance of these exports means to employment 
opportunities for American workers should be obvious. One out 
of every seven workers in Detroit, for example, owes his livelihood 
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to overseas sales of trucks and cars. It has been estimated that in 
1947 more than 300,000 workers in the machine industries were 
working for the export trade, over 300,000 in the metal industries, 
about 200,000 in the textile and apparel industries, over 90,000 
in the chemical industry, 32,000 in the rubber products industry 
and about 300,000 in the selling and transporting of goods to 
foreign countries. According to Sinclair Weeks, Secretary of Com- 
merce, 3,126,000 American workers were making their living pro- 
ducing goods for export in 1952. Of this total, 976,000 were in 
agriculture and 2,150,000 in manufacturing, mining and other 
lines of activity. In a message to Congress President Eisenhower 
placed the total number of American workers who depend on 
international trade for their employment at over 4 million. 

One need not be a trained economist to see the effect which 
the loss of their livelihood would have not only on these workers 
and the businesses which employ them but on the entire United 
States economy as well. As consumers and spenders these millions 
of people are a significant factor in supporting a high level of 
business in the United States. 

The importance of exports to our economy is only secondary, 
however, to our need for imports. More than 80 percent of our 
overseas purchases in 1951 consisted of foodstuffs, raw materials 
and semimanufactured goods. Of the imports of manufactures, 
more than one-third was made up of goods that required further 
processing in the United States and thus furnished additional 
employment. The overwhelming majority of our purchases com- 
plemented, or filled important gaps in, our total production. 


What We Import 

In 1952 our imports of foodstuffs amounted to about $3.2 
billion. Coffee, cocoa and cane sugar comprised 79 percent of 
that total. The remainder was made up of bananas, tea, spices, 
cheeses, olive oil, chicle and pineapples. We all know how much 
these items add to our comfort and pleasure. Some we even look 
upon as essential to our way of life. 
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But more vital than that cup of coffee are the raw materials 
imported by American industry. Many of them, such as crude 
rubber, tin, nickel, jute and industrial diamonds, are not pro- 
duced in this country at all. We have been heavily dependent 
on foreign sources for a large part of our requirements for asbes- 
tos, chromite, graphite, manganese, mercury, mica and tungsten. 

The steel industry, the backbone of our economy, utilizes 40 
different metals from 57 countries in the manufacture of its prod- 
ucts. The telephone is composed of 48 different materials from 
18 countries. Some 56 nations supply over 300 different items that 
go into making the modern automobile. An ordinary can of shoe 
polish includes eight items purchased from abroad. The electrical 
appliance industry needs many foreign materials to keep its 
assembly lines moving. 


Strategic Raw Materials 


The list of our import needs is long and growing. War and 
peacetime demands have cut so heavily into our own resources 
of copper, iron ore, lead, zinc, lumber and other materials that 
we are now importers of these goods. The President’s Materials 
Policy Commission pointed out in 1952 that the United States 
had undergone a fundamental shift in its raw materials position. 
Except for coal, sulfur, potash, molybdenum and magnesium 
we no longer have sufficient raw-material resources to meet our 
industrial needs. During the last war 200 items were on the list 
of import priorities as essential to sustain our military effort. 
Under the Strategic and Critical Materials Stockpiling Act of 
1946, the Department of Defense has been buying strategic ma- 
terials as a reserve to meet our needs in a war emergency. Of this 
group of about 75 different materials, about one-fifth cannot be 
obtained in this country at all and we can supply less than one- 
fourth of our needs for most of the remainder. 

As Director Harold E. Stassen of the Foreign Operations Ad- 
ministration told the Congress in 1953, “Any industrial country, 
such as the United States, which depends on the outside world 


21 


J 
A 
| 
if 
if 
| 
| 
| 


for 100 percent of its tin, 100 percent for its mica, 100 percent for 
its asbestos, 100 percent for its chrome, 99 percent for its nickel, 
93 percent for its cobalt, 95 percent for its manganese, 67 percent 
for its wool, 65 percent for its bauxite, 55 percent for its lead, 
42 percent for its copper, is unwise in terms of its own self-interest 
to raise new trade barriers.” 

Trade with other countries is an absolute necessity to the Ameri- 
can pattern of production. Exports are required as an outlet for 
the expanding production of our farms and factories. Imports are 
not “a favor we do for foreigners,” as some people argue, but are 
vital to the preservation of our security, the sustenance of our 
industry, and the satisfaction of our consumers. Through trade, 
a wider and more plentiful variety of goods are made available to 
more people at less cost. 


The Tariff Wall 


SincE 1934 THE UNITED STATES HAS DONE MUCH to strengthen its 
stake in the world economy. But we have not yet solved the funda- 
mental dilemma—our chronic export-surplus and the persistent 
dollar-deficit of the free world. If we are to make trade the two- 
way street that everyone is always talking about, we had better 
look at the barriers blocking our end of the world’s thoroughfare. 

What our economy means to the economic life of the world is 
made evident by a few figures. Of the total production of the free 
world, the United States accounts for 21 percent of the wheat, 
48 percent of the cotton, 37 percent of the coal, 54 percent of the 
oil, 45 percent of the electric energy, 48 percent of the steel, 
63 percent of the aluminum, 30 percent of the cement, and no 
less than 75 percent of the motor vehicles. We are the most im- 
portant world trader; in 1952 with but 6 percent of the world’s 
population we accounted for 15 percent of all international trade. 
On top of it all, we are the world’s greatest creditor nation and 
the most important exporter of capital. 


Ax-Grinders at Work 

Yet, while we have grown from a semicolonial country to the 
world’s leading commercial power, our tariff policy is still geared 
to the needs of a nation trying to get on its economic feet. It is 
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not easy for the layman to get a clear picture of the tariff issue as 
it affects his own interests, let alone American business as a whole. 
One of the blessings of our democracy is the right of any individual 
to have his case heard. And in tariff matters, as in other matters 
within the competence of our legislature, people from many walks 
of life have exercised their right to present their views to the 
Congress. 

In the 1953 hearings on whether we should extend the Recipro- 
cal Trade Agreements Act dozens of organizations as diverse as 
the Young Women’s Christian Association, the American Watch 
Association, the Vegetable Growers Association of America, the 
C.1.0. and the Kobe (Japan) Chamber of Commerce and Industry 
presented their views. The complete testimony covered thousands 
of pages. 

The complexities of the issues presented by the witnesses so 
perplexed one congressman that he asked the Library of Congress 
to make a study of what foreign trade meant to his constituency. 
He represents an average Indiana district in the so-called isola- 
tionist belt of the Midwest. The Legislative Reference Service 
studied this community and this is what it found. The district 
exports a wide range of goods including refrigerators, automo- 
biles, farm machinery, road-building equipment, vitamins and 
baby foods. The farms in the outlying regions produce wheat, 
soybeans, corn, tobacco and hogs, all of which are high on the list 
of America’s agricultural exports. The metal, furniture and soap 
industries in this district depend on foreign materials to keep their 
plants operating. A few of the businessmen in the community 
complained about real or imagined competition from abroad, but 
the study found no outstanding instances where imports injure 
the domestic producer. On the contrary, it found that the over- 
whelming interest of the district lies in the maintenance of foreign 
trade and that an expansion of trade would mean increased de- 
velopment and economic growth. The report pointed out that 
the firms which feared foreign competition or were actually hurt 
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by it were equally affected by competition from more efficient 
plants in the United States. The study concluded that for this 
particular district many more people would suffer from a loss of 
export markets than would gain from higher tariffs. 

Despite the findings of this and other surveys, many of us feel 
that we should still protect “our own.” We forget that far more 
Americans depend on foreign trade than need protection against 
foreign imports. We totally overlook that first and larger group 
who are also “our own.” 


We Can Hold Our Own 

Too many of us have a tendency to overestimate grossly the 
importance of that segment of our economy which is affected by 
foreign competition. In most cases the American producer can 
hold his own in the United States markets against foreign com- 
petition without any protection. Indeed, over the last 50 years he 
has also increasingly shown his ability to sell his goods in other 
markets in competition with foreign producers and at a good 
profit. 

But there is still a widespread belief that unless we keep out 
goods made by lower-paid foreign labor we will be unable to 
protect our higher American wage levels and our higher standards 
of living. This belief is based on the assumption that if our wages 
are higher our costs of production must be higher. And by the 
same token, if foreign wages are lower, their costs must be lower. 
It should be borne in mind, however, that items other than the 
wages paid to labor also affect the final cost of a product. Raw 
materials, overhead, transportation and sales costs are important 
factors. But most important of all is the efficiency of management 
and labor. 


Our High Productivity 
The fact is that in most industries our efficiency is so great that 
even after paying the highest wages in the world our actual cost 
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of production is still the lowest in the world. Proof of this fact 
is that year after year we have been profitably selling billions of 
dollars worth of goods all over the world in competition with 
foreign producers, and a good part of it to countries where wages 
are markedly below ours. In the case of automobiles, for example, 
we are the world’s largest exporter. This is possible even though 
the wages in that industry are among the highest paid in the 
United States, much higher than those paid by our closest com- 
petitor, Britain. 

The reason for this, of course, is that with our mass-production 
methods, standardization, labor-saving devices and distribution 
methods the workers in our automobile industry can turn out 
many more products per day than the workers in the British 
plants. The same is true of business machines, various other kinds 
of machinery, and most other types of manufactured goods. It is 
obvious that the worker who is paid $12 per day and turns out 
100 units of product is a cheaper worker than one who gets $4.50 
a day and produces 30 units. In the first instance the labor cost 
to the manufacturer is 12 cents per unit; in the latter it is 15 cents 
per unit. 

Our standard of living is a direct result of the volume of goods 
each American worker produces. It is because he produces more 
than any other worker in the world that he earns more than the 
foreigner. The American standard of living is more than twice 
as high as the British because the average American produces 
more than twice as much as the average Briton. If we are to keep 
our standard of living high we must keep the productivity of our 
workers high. We cannot do it by protecting low productivity 
against competition. 


‘Infants’ — or ‘lron-Lungers'? 

The need to protect infant industries is another reason why 
many people believe we should support high tariffs. Alexander 
Hamilton used this argument first in this country, contending that 
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protection would assist in diversifying our production and in 
creating a manufacturing industry. This concept was applied 
again during and immediately after the Civil War to boost our 
industrialization. The argument, however, cannot be applied with 
validity today. Our industries are no longer “infants.” Most of 
them have become giant enterprises, a number of which produce 
more goods than the entire output of some nations. A rare few of 
the infants have never matured to a point where they can stand 
alone. They left the incubator stage only to become iron-lung 
adults and expensive charges to the community. 


What About Defense? 

Tariff policy must also be considered in the light of national 
security. Even Adam Smith, the arch free-trader, admitted that 
“defense . . . is of much more importance than opulence.” Some 
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industries, vital in war, may not be able to operate profitably 
or meet foreign competition in peacetime. It is to our national 
interest that such industries be given governmental assistance. 

It is highly possible, for example, that for strategic or other 
reasons the United States government should encourage the lens- 
grinding industry. If such should be the case, the help that is 
given does not necessarily have to take the form of tariff protec- 
tion. There are more realistic ways of handling the problem, such 
as subsidies or stand-by defense contracts. Through such devices 
we should at least be placing the cost of maintaining the industry 
where it belongs—on national defense. At the same time we should 
know how much the American people were paying for the pro- 
tection they were getting—something which is almost impossible 
to assess where industries are kept alive through tariffs. 


Is There an ‘Average’ Tariff Level? 

It is often argued that our tariffs are already low enough. 
According to the American Tariff League, the United States is 
seventh from the bottom of a list of 45 nations with respect to the 
average tariff level. Such figures imply that our tariffs are low 
enough and should not be reduced any further. 

This “average” tariff level, used to prove the point, is arrived 
at by taking the total value of duties collected and dividing it by 
the total value of imports. But this method ignores the effect of 
those duties that prevent foreign goods from entering the United 
States at all. A tariff duty enters into the total amount of duties 
collected only when it is low enough to permit foreign goods to 
come in. Obviously, if it is high enough to keep them out, no 
duties are collected. One cannot establish an “average” tariff 
level that would accurately show the effect of duties on imports. 
We can only conclude that the goods that bear the higher tariff 
rates come into the United States in smaller quantities than goods 
with lower rates. Of our total imports in 1951, 55 percent entered 
the United States duty free, 40 percent paid duties under 30 per- 
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cent, and only 5 percent entered at tariff rates higher than 30 
percent. 

It is true that there has been a substantial reduction in the 
general level of our tariffs in the last 20 years. But the reductions 
have been made in a way that has carefully restricted or limited 
the expansion of imports in order ‘o avoid any serious increase 
in foreign competition with domestic industry. Our tariffs are still 
high enough to have a significant restrictive effect. Many of our 
tariffs are even superfluous. 

There is little logic in maintaining duties on goods that we 
export in large quantities. An outstanding example is our tariff 
on automobiles, of which we export over $1 billion worth annu- 
ally. As one car manufacturer recently pointed out, imports could 
hardly affect our automobile industry. A total of only about 
100,000 foreign cars are registered in this country, against more 
than 40 million American-made cars. 

To be sure, there are some industries that are not as productive 
in the United States as in other countries. This is particularly 
true of those that require a great deal of hand labor—fields where 
machinery and electrical power do not assist the worker or where 
the cost of the raw material used is a small fraction of the total 
cost. 

In these instances American wage rates make production costs 
high, and many producers of these goods find it difficult to meet 
foreign competition. About | percent of our total industrial out- 
put, however, is made up of such goods. We produce relatively 
few hand-fashioned gloves or sweaters, for example, or hand- 
painted china, hand-loomed rugs, hand-blown glassware, or simi- 
lar products that use a large amount of hand labor. 


What Would Free Trade Mean? 


It is interesting to take a look at what might happen to produc- 
tion and employment in the United States if we radically lowered 
our tariff barriers and removed duties from all of the products 
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now enjoying protection. Owing to the many factors involved in 
trying to estimate what the results would be, it is difficult to make 
definite predictions. However, certain authoritative studies that 
have attempted to measure the probable effects of the increased 
imports throw some light on what we might expect from a real 
honest-to-goodness lowering of our tariffs. 

A recent study in this field entitled Trade, Aid and the Tariff 
(New York, Crowell, 1953), by Howard S. Piquet, a professor of 
economics and senior specialist on international economics of the 
Legislative Reference Service of the Library of Congress, under- 
took to estimate what would happen if all of our tariffs were tem- 
porarily suspended. On the basis of the 1951 record, when we 
were in a seller’s market. Piquet estimated that if all tariffs and 
quotas were suspended the result would be an import increase 
ranging from a minimum of about $845 million to a possible maxi- 
mum of $1.825 billion. This would represent a rise in our total 
imports of something between 8 and 17 percent. About two-thirds 
of this increase, he stated, ‘“‘would not appear to be disastrously 
competitive with domestic output.” About 40 percent of the goods 
that now enter under duties would not be noticeably affected by 
the suspension of trade restrictions. The increase in imports that 
would cause an appreciable displacement of United States goods 
would run, it is estimated, from a minimum of $421 million to a 
maximum of $891 million. The impact of these imports would be 
restricted, however, to industries accounting for about | percent 
of our total production in 1951. 

Some 30 domestic products, according to Piquet’s study, would 
suffer substantial competition. In terms of percentage increases 
the most important rise in imports would occur in earthenware, 
handblown glassware, leather goods, fur felt hats, clocks, linens 
and scissors. In terms of value the largest increase would be in 
apparel wool, sugar, butter, earthenware, linseed oil, woolen and 
worsted cloth, and watches. It is interesting to note that the optical 
and chemical industries, which are so adamant in their protec- 
tionist views, are not on this list at all. 
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Effect on Employment 

Piquet’s estimates show that the maximum number of workers 
that might be displaced by a complete suspension of trade restric- 
tions would be 465,000 and that the number might even be as 
little as 215,000. This is about one-third to two-thirds of 1 percent 
of our total labor force. The displacement would not be sudden 
but would spread out over the period during which imports would 
be rising. Nor does the estimate take into account any expansion 
of employment resulting from an increase of American exports 
as a consequence of dollar earnings that would accrue to foreign 
countries from their increased exports to us or from a decrease of 
taxes that could follow from the fact that free nations abroad 
would require less foreign aid from us. Considering that there 
are an average of 700,000 net additions to the labor force annu- 
ally, such an adjustment can hardly be viewed as an insuperable 
burden. 

Piquet pointed out that the adaptation of our economy to the 
elimination of all our tariffs would be less than that which occurs 
annually as a result of changes in our methods of production. 
More significantly, he emphasized that the adjustments required 
would be much smaller than those we should have to make if the 
export of American goods now being paid for with our foreign 
aid were cut off by a termination of that program. According to 
the staff of President Eisenhower’s Commission on Foreign Eco- 
nomic Policy (Randall Commission), if all tariffs were reduced 
50 percent the potential maximum labor displacement would be 
202,000, or less than one-fifth of 1 percent of the labor force. 


The Watch Industry 

The adjustments that would have to be made to lowered tariffs 
are not very formidable. The American economy is highly adapt- 
able to change and responds easily to new conditions. Take the 
American watch industry, for instance, which has always found 
it difficult to compete with the Swiss watch industry—a classic ex- 
ample of a specially cultivated and developed skill. The American 
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watch manufacturers have always had and still do have consid- 
erable tariff protection, but many of them have been unable to 
compete against their more efficient foreign counterpart. To over- 
come their competitive difficulties some American watch manu- 
facturers have taken to buying more and more Swiss parts and 
assembling and casing the watches in the United States. 

When the few producers who still make all their watch parts 
in this country asked for greater tariff protection, President 
Truman turned down their plea, pointing out that raising the 
tariff would injure the large part of the American watch industry 
that imports movements. This action allows our trade with 
Switzerland to expand. Since the end of World War II we have 
bought $820 million worth of Swiss goods, almost half of which 
have been watches or watch parts. This trade has helped the 
profits and employment of our watch assemblers and retailers and 
has given more Americans an opportunity to own watches. Equally 
important is the fact that it has helped the Swiss to pay for a large 
portion of the $1.3 billion worth of the American-made goods 
they have bought from the United States. 


Free Enterprise and Foreign Trade 


The principal reason for protectionism is the fear of competi- 
tion and the reluctance to adjust to changing conditions. Yet free 
enterprise implies competition, and progress implies change. This 
is the genius of our century and of American economic growth. 
The blacksmith and the harness-maker have been thrust aside by 
the automobile. The garage has replaced the livery stable. A 
hundred years ago workers smashed machines because they feared 
for their jobs. Established businesses tried to suppress new com- 
panies which were taking away their market. Tariff protection 
smacks of this same unreasonable attitude. 


Aid to the Displaced 


As we have seen, the adjustment to a larger flow of imports 
would be a relatively slight task for our economy. In most large 
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urban areas workers normally find little difficulty in securing 
alternative employment opportunities. Where, however, an af- 
fected enterprise is a dominant factor in the economy of a small 
community, the burden of adjustment to increased imports may 
be unduly severe. 

In such cases our government could and should assist by sup- 
plying supplementary unemployment benefits and by helping to 
retrain workers to new skills. Individual businesses could be aided 
to obtain financial assistance through low-cost loans to help them 
shift their productive facilities to the making of other goods that 
consumers want. We have built up some valuable experience in 
meeting similar problems when they arose after the last war. Many 
defense communities which boomed during the war subsequently 
received aid of one sort or another to assist them in converting to 
civilian production. The cost of adjusting to lower tariffs would 
be far less than was the cost of reconverting our industries in 1945. 
It is better to subsidize the readjustment of an enterprise during 
a limited period of transition and solve the problem once and for 
all than to subsidize an enterprise by a tariff forever because it 
cannot meet competition. 


‘Escape Clause’ and ‘Peril Point’ 

Our present tariff laws are not only formidable barriers to im- 
ports but they also contain a constant threat to foreign producers 
who may wish to develop markets in the United States. All of 
our trade agreements have escape clauses which permit the United 
States to withdraw a tariff concession if it causes, or threatens to 
cause, serious injury to an American industry. 

In addition, the current version of the Trade Agreements Act 
includes a “peril point” provision. This requires the Tariff Com- 
mission to set rates for individual products, below which tariffs 
cannot be reduced if in its judgment such a reduction would hurt 
American producers. Any domestic producer can register a com- 
plaint with the Tariff Commission that he is being injured by 
foreign competition. The Commission is thereby obligated to 
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investigate the situation and recommend to the President what 
action should be taken. 

Under this procedure the recommendations of the Tariff Com- 
mission as to whether a given tariff rate should be increased is 
based on the single test of a caused or threatened injury to a 
particular private interest. It makes no provision for an assessment 
of the effect that a recommended tariff change might have on the 
national interest—the welfare of the great mass of our citizens. 
Fortunately, under the law, the President has full power of de- 
cision. He may accept, reject, or modify the recommendations. 

The law entirely neglects the exporter who may be hurt by 
an increase of tariffs. A china manufacturer may successfully 
petition the Tariff Commission for barriers against the import of 
dinnerware. If, as a direct result, foreign countries retaliate against 
other American products—automobiles, flour, or cigarettes, for 
example—the American manufacturers of such products may 
suffer directly from a decline in his exports. But the law gives 
him no relief, indemnification or even consideration. 

The inclusion of these special relief provisions in our tariff 
laws have led to a rash of pleas for protection by American pro- 
ducers. Over 50 applications for relief have been filed in the past 
five years on such products as wood screws, spring clothespins, 
tobacco pipes, garlic, bicycles, motorcycles, blue mold cheese, dried 
figs, tuna fish and certain types of pottery and watches. Although 
there have been only three withdrawals and modifications of 
tariff concessions under these provisions, the escape clause and 
peril point stand there as a vigorous warning to foreign producers 
who wish to sell in our markets that we may at any time increase 
our tariff rates to a level which will shut them out of the United 
States market. We advise our friends to use more imaginative 
salesmanship to break into the American market and earn more 
dollars. But what incentive has the foreign exporter or the Ameri- 
can importer to make the large investments in the advertising, 
branch offices and sales organizations that are so frequently re- 
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quired to develop a demand in this country for foreign-made 
products when they know that as soon as they make a dent in 
our market new and more formidable barriers may be raised 
against them? 


Customs Snarls 

Nothing is more exasperating to the foreign exporter than our 
customs procedure. He is often unable to discover what the actual 
duty is for his product. Additional duties may be requested after 
he has sold the goods in the United States. Since the customs 
officials in New York may put a given item in one classification 
and the officials in New Orleans in another, the duty assessed for 
some products has been known to vary from port to port. The 
system is unfair, time consuming and uncertain. The importer is 
vexed by customs classifications, valuation, conversion of foreign 
currency for valuation purposes, marketing requirements, anti- 
dumping duties, appraisement delays and penalty duties. To have 
the genius to meet these hurdles should not be a required part of 
the average businessman’s equipment. 

“Many goods take longer to pass through customs than it took 
Columbus to discover America,” according to the Bell Report, 
a study entitled A Trade and Tariff Policy in the National Interest 
(Washington, U.S. Gov’t Printing Office, 1953), prepared by a 
commission appointed by President Truman. At the end of 1953 
almost three-quarters of a million unliquidated customs entries— 
the equivalent of about a year’s full business—were still on the 
administrators’ desks. ‘These entries must often be settled in court, 
frequently requiring years for decision. Few traders can bear the 
pace or the burden. As President Eisenhower has pointed out, 
the prevailing procedures have reached the stage ‘where they 
now constitute an unwarranted and unintended burden on trade.” 
A Customs Simplification Act was passed late in 1952, but it has 
only cut at the fringes of the confusion. A complete revision and 
a codification of our administrative laws are needed. 
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Customs procedure should not serve as a protective device. In 
any given case the appropriate rate should be easily determinable. 
Once the duty is established and paid, the product should prompt- 
ly enter the domestic market, free of the risk that, except in cases 
of fraud, there will be additional charges and further litigation. 


Ships and Subsidies 

There are other devices in our bag of restrictions which reduce 
the ability of foreign nations to earn dollars. Receipts from ship- 
ping and freight, for example, are only second in value to the 
profit derived from selling the goods themselves. In 1951 the total 
value of shipping services in connection with world trade was 
roughly $6 billion to $7 billion. For Britain, the Netherlands and 
Denmark, net receipts from shipping in 1951 were between 4 and 
5 percent of the value of their commodity exports. The ratio was 
10 percent for Sweden and 40 percent for Norway. 

America’s merchant marine has always operated under a cost 
disadvantage. Our safety standards and our wage levels are much 
higher than those of other countries. In addition, the cost of build- 
ing ships is lower abroad than in the United States. 

In the face of these disadvantages our government has had to 
subsidize our shipping in order to keep it afloat and operating. 
It assists by subsidizing construction of ships, on the valid premise 
that the maintenance of the nucleus of a merchant fleet and a 
shipbuilding industry capable of rapid expansion in case of emer- 
gency is vital to the defense of our country. Like many other 
countries we have exclusively reserved the coastal trade to Ameri- 
can-flag ships. In addition, certain American-flag shipping lines 
receive operating subsidies, based on the difference between the 
cost of American labor and foreign labor. 

Under our foreign-aid legislation Congress has required that at 
least half the goods bought with funds lent or given by the Ameri- 
can government must be transported in United States ships. This 
stipulation has considerably increased the cost of our foreign 
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economic assistance. If we had let our allies carry the goods they 
buy from us in their own ships they could have used the dollars 
saved to obtain more materials necessary for their economic re- 
construction. This subsidy has cut heavily into a traditional source 
of dollar earnings for foreign countries. In 1938, for example, 
Americans paid out a net sum of $36 million for the shipping 
services of other nations. In 1951 the United States netted over 
$500 million from abroad in payment for the transport of goods 
in American ships. If the 50 percent requirement were not in 
effect, the dollar drain of the free world would have been that 
much less. 

Certainly, no one can question the defense needs for an adequate 
United States merchant marine and shipbuilding industry. But 
there is no logic in making the countries whom we are aiding bear 
part of the cost of subsidizing these industries. Since a shipping 
fleet is a necessary part of our defense, the cost of subsidizing our 
merchant marine should be carried by the Defense Department. 


The Taxpayer Buys American 

Another barrier to American imports is the Federal “Buy 
American” Act. It penalizes foreign producers by prohibiting our 
government from buying foreign products except in those cases 
where the cost of the home-produced goods is “unreasonable.” An 
administrative ruling specifies that the domestic price is regarded 
as “unreasonable” if it is 25 percent or more above the foreign 
price. The same requirements are imposed on non-Federal agen- 
cies which receive funds from the national Treasury and on pri- 
vate suppliers who produce goods for the Federal government. 
State and municipal governments also discriminate against for- 
eign goods. 

Very few foreign producers can afford to offer a price 25 per- 
cent or more below the domestic bid, especially after paying cus- 
toms duties on their products. In effect, the way the law is ad- 
ministered gives the American producer an advantage of 25 per- 
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cent over and above existing tariffs. Moreover, our government 


is subjected to severe pressure by American producers to ignore 
foreign bids even if they meet the 25 percent requirement. 

On a recent Army contract, for example, an Italian manufac- 
turer, after making provision to pay a 45 percent customs bill, 
underbid two American firms by more than 25 percent. These 
firms then sent in other bids which reduced their quoted price by 
50 percent, thereby putting them within the “Buy American” 
margin. The Defense Department split the purchase between the 
United States and foreign firms in order to appease the American 
companies. But at whose expense? 

With our huge government expenditures the cost of this pre- 
rogative to domestic producers runs into large sums. Out of 
more than $30 billion worth of goods purchased annually by the 
Federal government, it is estimated that the “Buy American” 
legislation costs the taxpayer at least $100 million a year. Statutes 
of this sort produce acid criticism abroad and saddle the many 
at home to favor the few. 


Agricultural Hazards to Trade 

Our program of supporting the prices of farm products is an- 
other prime illustration of “the right hand not knowing what the 
left is doing.” We are the largest producer of agricultural prod- 
ucts, and, as has already been shown, farm exports are absolutely 
necessary to the prosperity of certain of our farmers. However, 
since our farm products are being supported at a level much 
higher than world agricultural prices, it has become increas- 
ingly difficult for them to compete in foreign markets. Herschel 
Newsom, Master of the National Grange, in pointing out the 
recent dangerous decline in farm exports, states that in the 12 
months ending in mid-1953, cotton exports (in comparison to the 
previous year) dropped 52 percent, wheat 30 percent, tobacco 32 
percent, lard 40 percent, dairy products 30 percent, and some 
specialty crops such as apples as much as 70 percent. The differ- 
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ence between the support prices and world market prices has cut 
down the demand for our agricultural products abroad. This 
decline in farm exports has been a major reason for the accumu- 
lation of unsaleable surpluses in our warehouses and for the 
heavy financial outlays our government has had to make to main- 
tain United States farm prices at the required parity level. 

Through certain exports subsidies, on the other hand, we have 
made it possible for some of our farm products to compete abroad. 
The Agricultural Adjustment Act permits the Secretary of Agri- 
culture to spend up to 30 percent of the national customs revenues 
to remove from the domestic market surpluses that tend to depress 
domestic prices. Honey, raisins, oranges and grapefruits are now 
being subsidized under this provision. A’ number of other agri- 
cultural goods have been included at various times, and from 
1935 through 1952 the United States spent $260 million to sub- 
sidize the overseas sale of farm produce. 

Under the International Wheat Agreement of 1949, we subsi- 
dized wheat exports. Since we committed ourselves to sell wheat 
abroad at a maximum price of $1.80 a bushel, far below the 
domestic-support price, the United States government paid the 
difference to the exporter. In the four years since 1949 the differ- 
ence has averaged about 63 cents a bushel, or a total of about 
$580 million. Although the Wheat Agreement price-range was 
increased to between $1.55 and $2.05 a bushel when renewed in 
1953, it is nevertheless expected that subsidization will continue 
to be necessary. In one sense the arrangement has worked to our 
advantage by helping to reduce our large wheat stocks. Moreover, 
this has been done with the consent of both producers and con- 
sumers by international agreement; but it does involve a heavy 
charge on the American taxpayer. 

Parity-price legislation requires the government to restrict or 
embargo the import of a farm commodity whose competition re- 
duces the “desirable” level of domestic production, depresses 
prices, or causes financial pressure on the official price-support 
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program. Our agricultural policy has thus created the paradoxical 
situation in which certain American farm exports must be sub- 
sidized if they are to meet the world price, while our farm imports 
must be curbed to protect the domestic price. 


Farm Policy Roadblock 

A relatively small proportion of farm imports competes with 
domestic production. Except ior wool, these imports account at 
the most for only a small percentage of total domestic sales. But 
this small percentage is very critical to the prosperity of many 
countries. Since 1949 higher tariffs and quantitative restrictions 
have been imposed on cheeses, almonds, casein, dried whole milk, 
dried buttermilk and dried cream. We have embargoed the im- 
port of butter, peanuts, nonfat dry milk solids and some types of 
rice. In addition, domestic producers of dates, garlic, olive oil, 
wines, cherries, wool and leather have petitioned the government 
for additional protection. 

These import restrictions violate our trade agreements with 
other governments, and many nations have made friendly protests 
pointing out the contradiction between our practices and our 
commitments. Some countries have retaliated by reducing their 
purchases of American goods. The Netherlands, for example, re- 
duced its imports of American flour because we cut our import 
quota on Dutch Edam cheese. The Tariff Commission has been 
considering a petition for higher duties on wool, and Australia 
has advised the United States that if we reduce our wool imports 
it will be obliged to reciprocate by reducing its purchases of 
American goods. Since wool constitutes Australia’s almost exclu- 
sive source of dollar earnings, it would have no other alternative. 
President Eisenhower announced in March that he would not 
take action on the wool import question until Congress considered 
an alternative means of protecting our domestic wool producers. 

Our farm policy is full of anomalies. Our farmers must be pro- 
tected against low and unfair prices. But surely there is a way of 
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doing this without piling up huge surpluses which no one is 
permitted to consume. 

These individual legislative and administrative components, 
when put together, constitute a formidable trade wall, making 
it difficult for foreign producers to sell here. In short, our barriers 
are high, unpredictable and inconsistent with our national in- 
terest. If trade is to be a two-way street these roadblocks must be 
cleared away at our end. 


The ‘Haves’ and ‘Have Nots’ 

In addition to the role of trade in meeting the world dollar 
shortage and in helping to develop a more productive world 
economy is the important part that must be played by foreign 
investment. Before 1914 overseas investment and lending were 
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the instruments that usually balanced trade accounts between 
nations. That is to say, when countries imported more than they 
exported, the difference was usually taken care of by investments 
or loans that foreigners made in the countries that had an excess 
of imports. Thus, during the greater part of the 19th century, 
when United States imports were greater than its exports, many 
of the goods we bought abroad were paid for, not by our exports, 
but rather by British and Dutch and other foreign investments 
in American railroads, mines and factories. A similar situation 
has generally prevailed in Canada, South America and other parts 
of the world. 

In recent years foreign lending and equity investments have 
languished. Americans, particularly, have not shown much will- 
ingness to invest abroad. Between 1946 and 1952 our overseas 
investments increased at about $1 billion annually, less than half 
the volume of the outflow of capital in the 1920’s. At the close of 
1953 our overseas assets totaled about $24 billion. Most of these 
funds are in countries which have already achieved a substantial 
degree of economic development or are richly endowed with nat- 
ural resources needed by American industry. The overwhelming 
share of our postwar investments has been in oil operations in 
Venezuela and the Middle East; and the mining and manufac- 
turing industries of Canada, Australia, South Africa and Brazil 
account for most of the balance. 


Capital Exports to Underdeveloped Lands 

But almost no funds have emigrated to the primitive and over- 
populated regions of Asia, the countries whose allegiance to the 
free world is in greatest jeopardy. We and our allies face not only 
a threat from the Communist world but the potential political 
threat that arises from hunger, poverty, disease and illiteracy. 
This latter threat exists in the underdeveloped regions of Africa, 
Asia and Latin America, which together have a larger population 
than either the Soviet bloc or the more advanced nations of the 
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TABLE 1.—DIRECT U.S. INVESTMENTS MADE ABROAD, 1950 


{Millions of dollars} 


Western 


Latin European Other 
All areas, American Western depend- coun- 
Industries total Canada_ republics Europe’ encies tries 
All industries, total...... 11,788 3,579 4,735. 1,720 435°. 1318 
fe 589 21 520 1 9 39 
Mining and smelting......... 1,129 334 628 21 88 57 
3,390 418 1,408 424 296 844 
Manufacturing 0. 3,831 1,897 780 933 9 214 
Transportation, communi- 
cation and public utilities 1,425 284 1,042 27 18 54 
Trade 762 239 243 186 13 81 
Finance and insurance........... 425 313 71 37. (+) 3 
Miscellaneous 237 Tz 45 92 1 
1 Less than $500,000. 
TABLE 2.—VALUE OF UNITED STATES DIRECT INVESTMENTS 
ABROAD, 1897-1950 
{Billions of dollars} 
Area and industry 1897 1914 1919 1929 1943 1950 
Total... 0.6 27 3.9 173 UUs 
Area 
Canada ee 6 8 2.0 2.4 3.6 
Latin America 3 13 2.0 35 2.8 4.7 
Europe Jl 6 a 1.4 2.0 1.7 
All other (1) 2 A 6 J 1.8 
Industry 
Manufacturing 1 Pe 8 1.8 ao 3.8 
Mining 9 1.0 
Petroleum a 6 44 1.4 3.4 
Agriculture .. (1) A 6 9 gs 6 
Railroads and public utilities......... 2 A A 1.6 1.4 1.4 
Other 1 4 6 9 1.3 13 
1 Less than $50 million. 


These tables are reprinted from “Direct Private Foreign Investments of the 
United States,” a supplement to Survey of Current Business, May 1953, published 
by Department of Commerce, available from U.S. Gov't Printing Office. 
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West. The per capita income of these areas averages $80 a year 
compared with $1,500 in the United States. If the people in these 
regions are to stand on their own feet and do their share in de- 
fending the free world, they must be part of an expanding world 
economy. Strengthening their economies is a vital part of our 
defense mobilization. 


Faults on Both Sides 

The export of capital to the underdeveloped areas in the post- 
war period has been far from sufficient. The fault lies on both 
sides. Many of the countries requiring development continue to 
nurse psychological scars from days of colonial rule. Now inde- 
pendent, they are apprehensive that foreign investment will in 
some way compromise their freedom. Thus, to combat what they 
call “economic imperialism,” they have enacted drastic laws, 
which discriminate against the foreign investor and have the effect 
of discouraging the very thing they need—foreign investments. 
On the other side, American investors bitterly recall the wave of 
defaults abroad after 1929, the losses from war and revolution, 
and the confiscation of properties. 


‘Revolution of Rising Expectations’ 

Yet if the depressed areas are to pull themselves up by their 
bootstraps and join their industrialized colleagues in the free 
world, the job of economic development must be done. This issue 
has become almost as much a matter of political prestige as of 
economic need from the point of view of the statesmen of the 
underdeveloped countries. There is growing momentum behind 
what one economist has recently called “the revolution of rising 
expectations,” and impressive undertakings that will require 
heavy purchases from abroad are in the planning stage. The low 
level of present production in these countries, however, makes it 
impossible to save enough funds from national income to support 
these ambitious plans. Loans and investments from abroad are 
the answer, and the United States is the chief country to which 
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the nonindustrialized lands can look for capital. Their rate of 
economic development depends in large part on the number of 
dollars available to them. 

The United States is not unaware of the problems of the under- 
privileged peoples. From the point of view of enlightened self- 
interest alone, it realizes the great stake the free world has in 
building up the economies of these areas. The creation of Point 
Four revealed a deep understanding of these facts. 

But unfortunately, for ourselves and the other advanced coun- 
tries, the problem is one of priority of expenditure, and Point Four 
is not enough. If the gains from rendering technical assistance are 
to be consolidated, they must be followed by large-scale capital 
investment. It does little good for the experts to draw up plans 
for improving health conditions, for example, if no funds are 
available to pay for the hospitals, the medicines and equipment, 
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and the maintenance of the necessary medical personnel. Ameri- 
can technical assistance now amounts to about $200 million a 
year, but the foreign-capital needs that could be absorbed by the 
underdeveloped countries have been conservatively estimated at 
from $2 billion to $4 billion annually. 


Plan for Development Fund 

The underindustrialized countries have been pressing for the 
creation of an international development fund under United Na- 
tions sponsorship. This projected supranational agency, starting 
with a capital of $250 million, would make long-term, low-cost 
loans or outright grants-in-aid for economic developmental pur- 
poses. Against mounting opposition the developed countries have 
managed to keep the scheme in deep freeze. They argue that heavy 
defense costs prevent their present participation, and that in the 
interim every effort should be made to find capital at home and to 
encourage foreign private investment. But the relentless quest of 
the underdeveloped countries for outside help goes on. 

Foreign investment is not a substitute for other solutions to the 
world dollar shortage, but it is an important supplement. If it 
were increased, it would serve to stimulate trade and assist in 
maintaining high levels of employment. In the long pull it would 
also increase the foreign demand for our goods and expand the 
world supply of raw materials which both American and Euro- 
pean industry need. By increasing the productivity of the back- 
ward areas, their defense potential is raised, and dependence on 
us is lessened. Improvement in their standard of living, moreover, 
should contribute to their political stability. In this way they can 
be made full-fledged partners in common defense. The problem 
on both sides is not one of rehashing old memories but of creating 
a new and viable understanding. 


Protectionism Returns 
The specter of foreign competition began again in 1948 to haunt 
certain sectors of American industry. Because of larger historical 
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events, the impact of our trade liberalization policy was not really 
felt by producers until then. In the 30’s the depression had turned 
foreigners from the American market. Then World War II inter- 
vened. In the postwar period other nations were unable to produce 
goods in sufficient quantity for export. 

By 1948, however, Europe was back in business, exporting in 
volume and making inroads into our share of foreign markets, 
particularly in Latin America. At about the same time the GATT 
tariff reductions opened the United States to more imports. Feel- 
ing the pinch, the old pressure groups swung into action, insisting 
upon governmental protection from the “menace” of foreign com- 
petition. Blinded by their own selfishness, the economic isolation- 
ists at the same time advocated that America halt its foreign aid 
and let its war-devastated allies fend for themselves. The steam 
generated that year produced the “escape clause” amendment. 

Protectionism is contagious. In 1951 another device—the “peril 
point” amendment—was enacted. Next, a rider was attached to 
the Defense Production Act requiring the President to impose 
quotas on dairy imports. Our appropriations for overseas assist- 
ance encountered considerable opposition. 

The whole subject of our foreign economic policy, moreover, 
was thrust into the political arena in the 1952 Presidential elec- 
tions. 

When the Reciprocal Trade Agreements Act came up for re- 
newal in 1953, months of bitter controversy ensued. To secure its 
passage, the Administration found it necessary to make many 
concessions to the protectionists in Congress. The Act was renewed 
for only one year instead of the usuai three, and no authority was 
granted to make additional tariff reductions. Finally, the Ad- 
ministration promised to re-examine completely the national for- 
eign economic policy and present its own program of legislation 
in 1954. In sum, it secured a one-year truce in the hope of muster- 
ing enough support within that time to overwhelm the high-tariff 
element in Congress. 

The Randall Commission, officially called the Commission on 
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Foreign Economic Policy, was established in the summer of 1953 
to take a new look at our policy on tariff barriers, financing of 
economic development and the technical assistance program. 
Unlike other recent studies that had been made in this field, 
notably that by the Bell Commission in 1953, this undertaking 
had the official support of Congress. In addition to Chairman 
Clarence B. Randall and Vice Chairman Lamar Fleming, Jr., 
the Commission was composed of ten Congressmen, representing 
both parties, and five public members. 


New Report on an Old Problem 

The Report, delivered to the President in January 1954, is im- 
portant, for it is the first comprehensive statement on foreign 
economic policy by the Administration now in power. It is, how- 
ever, a synthesis of widely differing views, reflecting, on a num- 
ber of problems, the lowest common denominator of opinion 
in the Commission. The strategy involved appears to have been 
to side-step the more controversial issues in the hope of obtaining 
the widest possible congressional support. The Report, therefore, 
charts no new or dramatic courses and, in fact, straddles many 
crucial issues. Nevertheless, the Report does endorse the lower 
tariff policy pursued by the United States since 1934. In principle, 
it also recognizes the great stake that America has in expanding 
trade to assist our friends to become stronger. 

Cogently depicting the free world’s economic predicament, the 
Randall Commission emphasizes that the dollar gap has not been 
bridged and there is no likelihood that it will be spanned without 
important changes in our own and in our allies’ policies. The 
Report estimates that the present dollar shortage amounts to 
some $2 billion to $3 billion annually. Such increases in foreign 
gold and dollar reserves as have occurred, it points out, are in 
large measure the result of official United States economic aid and 
the tremendous military expenditures we have been making 
abroad. Should these expenditures decline the situation might 
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again become precarious. It added that any decline in American 
business would widen the chasm because our imports have histori- 
cally fallen off at a rate faster than the decline in domestic pro- 
duction. The heavy cost of Europe’s defense effort, it is concluded, 
is the major cause for the dollar difficulty today; military require- 
ments have boosted European import needs and have consumed 
labor and raw materials that might otherwise be turning out 
more exports. 


What Commission Recommends 


The Randall Commission recommended that to reduce the gap, 
the Congress should do the following: 

1. Extend the Reciprocal Trade Agreements Act for at least 
three years. 

2. Empower the President to cut existing tariff rates by 5 per- 
cent each year, or a total of 15 percent over the three-year period. 
Under the present law tariffs can be reduced by 50 percent of the 
rates prevailing in 1945. This flexibility has been extensively used 
by the GATT negotiations. 

3. Authorize the President to reduce tariffs by as much as 
50 percent on goods imported in small amounts. 

4. On goods now entering at rates higher than 50 percent, 
permit the President to lower rates to 50 percent. 

5. Amend the Buy American Act to grant the President the 
right to accept foreign bids, provided that the foreign bidder’s 
country gives reciprocal treatment to American producers. 

6. Simplify tariff classifications and rate structures and eliminate 
other administrative practices that interfere with international 
trade. 

7. Retain the peril point and escape clause provisions but 
allow the President to disregard the findings of the Tariff Com- 
mission where it is in the national interest. 

This is, by contrast with a number of predecessor surveys, a 
cautious and minimal set of proposals. 


49 


4 
| 
3 
é 
4 
i 


Deferring to Isolationists 
In the field of international investment and economic develop- 


ment, however, the Report appears to defer to isolationist senti- 
ment, first, by recommending that economic aid be terminated 
promptly unless necessary for our defense and, second, by strongly 
opposing grants-in-aid to the underdeveloped countries and insist- 
ing that private capital do the job. The former recommendation 
is hardly controversial, for both we and Europe are anxious to 
wind up economic assistance. The latter, however, is a blow to 
the “have-not” countries—the vast gray area between the Com- 
munist and free worlds—for it appears to ring the death knell for 
hopes of United States action in the fields of economic develop- 
ment which cannot or will not be financed by private investors. 
Besides, the Report, while endorsing the concept of technical 
assistance, stresses that it should not become a “big money” pro- 
gram involving large-scale public investment. 

The Randall Report became the basis of President Eisenhower's 
recent recommendations to Congress on foreign economic policy. 
In his message of March 30, 1954, the President reaffirmed the 
basic principle of the Reciprocal Trade Agreements Act of 1934— 
namely, that tariff revisions should be made by negotiations with 
other countries—and urged the renewal of the Act for a period 
of three years. 

The President’s moderate recommendations found the going 
tough in Congress. The opposition was so great that President 
Eisenhower let it be known that he would go along with a simple 
one-year extension of the existing legislation, and such an exten- 
sion has been voted by Congress. The battle for the further 
liberalization of our tariff laws will have to be refought in 1955. 

Here, as always, the power and pressure of individual interest 
were at work. It is difficult for a Senator or Representative to act 
in the national interest if, by so doing, members of his constitu- 
ency are injured. A Congressman is not re-elected by neglecting 
the pleas of vocal groups at home. 
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In many instances the claimants for protection pay lip service 
to the creed for freer trade but see their commodity as an ex- 
ception. Each argues that his is a special case, requiring protec- 
tion at the cost of all other interests in the nation. The number 
of legislators who belong to the “I believe in liberal trade, but—” 
school is large. Unfortunately, their inconsistency is brought to 
bear through votes on the floor of Congress. The power to remedy 
the situation lies with the electorate. If America is to play the 
role of the responsible creditor, the attitude of the average voter 
and, through him, that of the legislature is crucial. 


Other Nations Must Help Too 

As the Randall Report sharply warns and our realistic friends 
abroad admit, the United States cannot singlehandedly restore 
health to the world economy. Real progress depends on the efforts 
of other countries as well. Western Europe has made great strides 
in improving its economic position. It has boosted its industrial 
production to 50 percent above prewar. Many of our West Euro- 
pean neighbors devalued their currencies to make competitive the 
prices of their goods abroad, and many reduced their home con- 
sumption to increase the volume of goods available for export. 
As a result of these and other measures, the volume of Europe’s 
exports is 50 to 70 percent higher than in the 1930’s. Europe’s 
payments with the nondollar countries are balanced, and the 
dollar deficit has been radically cut down. But there are still a 
number of roadblocks in the way of progress. 


Economic Isolationism in Europe. 

The concept of economic isolation in the United States has 
its counterpart in Europe, where it takes the form of “national 
economic planning.” Many nations fear large-scale unemployment 
caused by a possible decline in international trade. To minimize 
this danger some groups advise a policy designed to insulate the 
domestic economy from changes in business activity abroad. In 
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brief, this means sacrificing the gains to be secured from the inter- 
national division of labor in favor of full employment at home. 

Full employment, however, is wasteful unless it is productive. 
The British Labor government once experimented with this mode 
of protectionism. Clement Attlee later concluded, however, that 
although Britain could have full employment at the expense of 
trade, it could not have prosperity without a high level of trade. 
Full employment and international trade are perfectly compatible. 
It requires, however, a high degree of international cooperation 
to coordinate different national economic policies—a willingness 
to make common economic cause with all free nations. Disturbed 
by memories of their past, many of the underdeveloped countries 
also espouse protective policies, the short-sightedness of which is 
compounded by an admixture of economic chauvinism. A few 
are so frightened by the bogey of past “economic imperialism” 
that they sometimes give the impression that they would prefer 
no economic development at all to prosperity with foreign help. 


Inflation and Deflation 

Although these foreign brands of economic isolationism are 
fast falling into disrepute, they have generated policies which 
hinder the expansion of world trade. Many countries have pur- 
sued inflationary fiscal policies to promote full employment and 
a high level of capital investment. As a result, their exports have 
been priced out of the world market, their currencies have de- 
preciated and their foreign earnings have declined. In contrast, 
countries which have taken deflationary measures have been more 
successful in expanding their exports and balancing their inter- 
national accounts. The dynamic revival and current prosperity 
of the German economy has been generally attributed to its stable 
monetary policies. The adoption and strict pursuit of sounder 
fiscal programs would permit many of Europe’s present import 
restrictions to be jettisoned. The lowering of tariffs is meaningless 
in the face of import quotas, exchange controls and restrictions 
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on capital lending—all of which constrict and distort the flow 
of trade. 

Many countries in Europe must also intensify their efforts to 
increase their productivity and efficiency. They should take more 
active measures to reduce cartel and other restrictive business 
practices. If Europe does not make a greater effort to catch up 
with America’s second industrial revolution, its payments prob- 
lems will ultimately return even if they appear to be solved in the 
next few years. 
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Forecasts and 
Warnings 


THE UNITED STATES FOR SOME TIME HAS COUNSELED the free world 
to abandon its trade restrictions. But given our role of economic 
leadership, it is axiomatic that the United States must take the 
initiative to break the log jam in world trade. We cannot hope 
to unite the free world militarily and politically, if at the same 
time we divide it economically. 

The dilemma the free world faces is what Stalin, in Marxist 
dialect, described as the “disintegration of the single all-embracing 
world economy.” Asserting that the breakup of the world economy 
“has had the effect of further deepening the general crisis of the 
world capitalist system,” Stalin went on gleefully to predict that 
we could not repair the damage and we would therefore collapse. 
He evidently hoped that the free world would devour and im- 
poverish itself in a destructive struggle for markets and economic 
existence. 

It is obvious that Stalin went way overboard in his eagerness 
to forecast the destruction of the West. But it would be a set- 
back to the cause of democracy everywhere if the free world 
failed to read the handwriting on the trade wall and to act in 
concert to prove Stalin wrong. It would be a greater travesty 
if we allow the Communists to wrest the initiative in trade, as 
they are attempting to do in the UN, and thereby exploit the 
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theme of freer exchange for their own propaganda ends. Despite 
some improvement, it comes down to the fact that the free 
economies of the West are not working together as well as they 
should. At times they are even operating at cross-purposes. 
Charles Malik of Lebanon sets the facts of the situation in 
compelling perspective. After pointing out the importance of 
trade to the expansion of the free world, he asks. “Which is 
more important—that only one part of the Western community 
should prosper even if that should endanger the whole, or that 
the whole world should more or less uniformly prosper and there- 
fore stand firm against the adversary, even if that should mean a 
relative curbing of desire on the part of some? Here again is a 
test of how much the West constitutes a real organic community 
in face of the present danger, and therefore of whether it can 
develop the conscious human will to invalidate the forebodings 
of the Marxists.” 


U.S.: A Superhighway 

The United States has three choices before it. First, we can con- 
tinue to finance the dollar deficit of the free world. The Ameri- 
can citizen can continue to pay out funds, and the United States 
can continue to offer charity when our friends want to earn 
their way. 

Second, and more drastic, we can give up foreign aid without 
offering any alternative means for our allies to secure dollars. 
“No aid and no trade’—this policy, expounded by a vociferous 
few, would hurt our export industry, isolate us and endanger 
our security. 

Or, third, we can reduce this country’s trade barriers to help 
our friends earn the dollars they need. If recent polls are to be 
believed, this is the popular solution. A Gallup survey in the 
summer of 1953 indicated that all major segments of the popu- 
lation—by education, sex, occupation and geographic location— 
were in favor of lower tariffs. In a recent poll of 500 business and 
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labor leaders by the Research Institute of America, 92 percent 
expressed the opinion that the United States should actively work 
for greater freedom in international trade. More than eight out 
of ten thought that “freer world trade would benefit the United 
States economy as a whole.” The Council on Foreign Relations, 
in interviewing leading citizens of 25 cities, found that 98 per- 
cent were in favor of renewing the Reciprocal Trade Agreements 
Act. Only 12 percent of those interviewed thought that the United 
States should not maintain its exports by increasing its imports 
if by so doing it would injure some domestic producers. 


National-Interest Policy 


What we need is a tariff policy in the national interest—the 
interest of the consumer, the taxpayer, the laborer, the business- 
man and the farmer—not a policy in the interest of a few at the 
expense of the many. The job ahead is to reduce and simplify 
our tariffs, abolish cargo preference, and end the unjust and 
discriminatory application of the Buy American Act, the escape 
clause and the peril point requirements. 

In short, we must clear away the debris blocking trade at our 
end of the street. Not all of the traffic will go through; but the 
part that does, will move at a more rapid rate. And it will help 
to bring nearer the day when the two-way street of trade becomes 
a fast moving superhighway with greater world productivity and 
a better life for all. 

President Eisenhower, in his message to Congress on March 30, 
squarely set forth our stake in world trade: “If we fail in our 
trade policy, we may fail in all. Our domestic employment, our 
standard of living, our security and the solidarity of the free 
world—all are involved. 

“For our own economic growth we must have continuously 
expanding world markets; for our security we require that our 
allies become economically strong. Expanding trade is the only 
adequate solution for these two pressing problems confronting 
our country.” 
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Talking It 


Over 


IN THIS DISCUSSION GUIDE YOU WILL FIND discussion topics, reading 
references, and suggestions for visual aids! arranged for eight 
weekly meetings. These can be contracted or expanded according 
to the time at your disposal and the special interests of those who 
are participating in the discussion. 

If you need any help or guidance to set up a discussion group 
or organize the special project suggested at the end of this discus- 
sion outline, write to Dorothy B. Robins, Special Programs Direc- 
tor, Foreign Policy Association, 345 East 46th Street, New York 17, 
New York. 


Discussion Questions 


1. What Foreign Trade Means to Americans 


The good things of life are so conveniently available to Ameri- 
cans at their corner store that we seldom realize how many hun- 
dreds and thousands of miles many items have been transported 


1 AJl films are 16mm., sound, and in black and white. Addresses are: International 
Film Bureau, 57 East Jackson Blvd., Suite 308-16, Chicago 4, Illinois; Encyclopaedia 
Britannica Films, 1150 Wilmette Ave., Wilmette, Illinois; British Information Services, 
30 Rockefeller Plaza, New York 20, New York. 
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to be put within our reach. International trade is vital to the 
American economy and we could not survive without it. 

What has been the impact of foreign trade on American de- 
velopment? How have advancing techniques of production af- 
fected our foreign trade? Which food and raw materials must the 
United States import from overseas? 

What are America’s major exports? To what extent is our mili- 
tary establishment dependent on overseas sources of supply? How 
many jobs and how much income are due to foreign trade? 


READING REFERENCES 

Ellsworth, P. T., The International Economy. New York, Macmillan, 1950. 

Mikesell, Raymond F., U.S. Economic Policy and International Relations. New York, 
McGraw-Hill, 1952. 

VISUAL AIDS 


Made in U.S.A. International Film Bureau, 1944, 10 min., $50. Rental, $2. Produced 
by the Carnegie Endowment for International Peace for the Committee on Inter- 
national Economic Policy. Our dependence on foreign sources for raw materials 
is illustrated in a humorous incident in which each part of an automobile made 
from imported materials disappears until practically nothing is left. 


2. America’s Role in the World Economy 

America today is the economic colossus of the world. We pro- 
duce and consume about one-half of the world’s output of goods 
and services. 

What are the reasons for the growth of America’s industrial 
pre-eminence? How does this affect our relations with our friends 
abroad? What responsibilities does this position create? Is the 
United States squarely shouldering the burden of leadership 
thrust upon it? 

READING REFERENCES 


Feis, Herbert, The Sinews of Peace. New York, Harper, 1944. 

Hansen, Alvin H., America’s Role in the World Economy. New York, Norton, 1945. 

Heilperin, Michael, The Trade of Nations. New York, Knopf, 1952. 

Lubin, Isador, “Relation Between Domestic and International Economic Security,” 
U.S. Department of State Bulletin, August 4, 1952. 


VISUAL AIDS 


Productivity—Key to Plenty. Encyclopaedia Britannica Films, 1949, 20 min. Rental, 
$4.50. Produced in cooperation with the Twentieth Century Fund. Based on a 
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study by the Fund entitled “America’s Needs and Resources,” by Dr. J. Frederic 
Dewhurst and collaborators. Traces the development of machine power in the 
United States from 1850, emphasizing the fact that the United States has achieved 
great production, a large income and a high standard of living because of the 
mastery of machine power. 

3. The Free World's Trade Problem 

Other nations of the free world are even more dependent than 
the United States on a high level of foreign trade because they 
have fewer resources within their own borders. Many of these raw 
materials must be paid for in dollars. But since World War II 
our friends have been unable to earn all the dollars they require 
to buy the basic commodities and machinery necessary to main- 
tain and expand their economies. The United States has financed 
this dollar shortage by the Foreign Economic Assistance Program 
and by other means. 

What would have been the consequences if the United States 
had not bridged the gap? What are the reasons for the world 
dollar shortage? What trade restrictions have our friends adopted 
to husband their dollar supplies? Are they beneficial to world 
trade? What was the system of international trade before the 
development of the dollar shortage? Is there any likelihood of 
solving the dollar problem? If so, by what means? 


READING REFERENCES 


Boucke, O. Fred, Europe and the American Tariff. New York, Crowell, 1939. 
Harris, Seymour E., The European Recovery Program. Cambridge, Harvard University 
Press, 1948. 


VISUAL AIDS 
The Balance. British Information Services, 1949, 10 min. Rental, $2.50. Unless a 
country exports enough to pay for its imports, it is in danger of economic collapse. 
The film illustrates this principle as it concerns Britain, and animated diagrams 
show how little the British would have if all overseas goods were unobtainable. 
4. U.S. Trade Policy 
By the turn of the century manufacturing became the major 
business of the American people, and we were producing more 
goods than we could consume. American products flowed overseas 
in ever-increasing quantities. United States tariff policy, however, 
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did not keep abreast of the times but continued to display a 
strongly protectionist tendency. How did this affect American 
business and world trade in the 1920's? 

To restore prosperity to the American and the international 
economy, the United States adopted the Reciprocal Trade Agree- 
ments program in 1934. How did the philosophy behind the trade 
agreements program differ from the Hawley-Smoot Tariff? Has 
the Reciprocal Trade Agreements program contributed to an 
expansion of world trade? What action has the United States 
taken in the war and postwar period to restore world trade? 


READING REFERENCES 


Brown, William A., The U.S. and the Restoration of World Trade. Washington, D.C., 
Brookings, 1950. 

Hawkins, Harry C., Commercial Treaties and Agreements. New York, Rinehart, 1951. 

Schattschneider, E. E., Politics, Pressures and the Tariff. New York, Prentice-Hall, 
1935. 


VISUAL AIDS 


Round Trip: The U.S.A. in World Trade. International Film Bureau, 1947, 20 min. 
Rental, $3.50. Produced by The World Today. Based on a report by the Twentieth 
Century Fund. People of different countries and walks of life discuss world trade. 
Through differing points of view the audience gains understanding of what world 
trade means to America. An entertaining and stimulating adult film. 


5. Barriers to World Prosperity 

Economic isolationism is still prominent in our thinking today. 
What are the fallacies of protectionism? Do high wages mean high 
costs? To what extent do our tariffs restrict the inflow of goods 
and how does this affect the size of American exports? What are 
the other barriers to trade? Would the elimination of trade bar- 
riers benefit the American standard of living? 


READING REFERENCES 

Bidwell, P. W., “Tariff in Transition.” Foreign Affairs, April 1954. 
Heilperin, Michael, “Europe’s Sound Money Men.” Fortune, January 1954. 
Hurwood, D. L., “Clamor for Protection.” Atlantic, August 1953. 

Piquet, Howard, Trade, Aid and the Tariff. New York, Crowell, 1953. 
“Tariff Cuts—Who Gets Hurt?” Fortune, April 1954. 


VISUAL AIDS 


Stuff for Stuff. International Film Bureau, 1949, 16 min., $75. Rental, $4. Produced 
by Phil Ragan. The story of trade. Cave drawings, Egyptian hieroglyphics, ani- 
mated maps, and live photography are used to illustrate the transition from 
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primitive food-gathering to the complexity and interdependence of present-day 
international exchange. 


6. The Need for Foreign Investment 

Foreign lending and investment has always been important in 
the development of backward areas, and it takes on even greater 
significance today in the climate of the cold war. 

What are the obstacles to a greater flow of private investment? 
What proposals have been offered to enlarge the flow of foreign 
investment? How would the development of the backward areas 
benefit the United States and the free world economically, politi- 
cally and militarily? 


READING REFERENCES 


“Council [Economic and Social] Examines Three Methods of Financing Economic 
Development.” UN Bulletin, July 15, 1952. 

Gray, Gordon, Report to the President on Foreign Economic Policies. Washington, 
U.S. Government Printing Office, 1950. 

International Development Advisory Board, Partners in Progress. Washington. IDAB, 
1952. 

Staley, Eugene, The Future of Underdeveloped Countries. New York, Harper, 1954. 

Stassen, Harold E., ‘‘Case for Private Investment Abroad.” Foreign Affairs, April 1954. 


VISUAL AIDS 


Waters of Life. British Information Services, 1953, 10 min. Rental, $1.50. Shows the 
operation in Ceylon of the Colombo Plan, designed to provide new land and 
irrigation for agriculture, and to develop power, industry and transport for the 
future prosperity and well-being of the peoples of Southeast Asia and India. 


7. Let’s Restudy Our Policy 

The recent growth of protectionist sentiment has jeopardized 
the progress made by the United States in reducing its trade 
barriers and has led to a complete reappraisal of our economic 
policy by the Randall Commission. 

Do the philosophy and conclusions of the Randall Report 
presage a significant change in the recent liberal trade policy of 
the United States? How would President Eisenhower’s proposals 
to Congress in March 1954 promote a further expansion of world 
trade? 


READING REFERENCES 


Cleveland, Harlan B., ‘Farewell to Aid.” The Reporter, February 2, 1954. 
“Free Trade Symposium,” Saturday Review of Literature, January 23, 1954. 
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Majority Report of the Commission on Foreign Economic Policy (Randall Com- 
mission). Washington, U.S. Government Printing Office, January 1954. 

Minority Report of the Commission on Foreign Economic Policy (Randall Commis- 
sion). Washington, U.S. Government Printing Office, January, 1954. 


VISUAL AIDS 
World Trade for Better Living. Encyclopaedia Britannica Films, 1951, 17 min. Rental, 


$3.50. Illustrates how the exchange of goods and services between countries of 
the world contributes to the welfare of the world’s peoples. Describes major 
features of international trade; indicates conditions which have led to the growth 
of restriction on trade; discusses solutions for major trade problems and the 
desirability of achieving a rising level of trade between countries. 

8. What Is at Stake 

Economic policy is only one facet of the total picture of Ameri- 
ca’s relations with the free world. Yet on it very largely depends 
the future destiny of the nations dedicated to freedom and de- 
mocracy. 

In what ways does world prosperity buttress the strength and 
the unity of the free world? What alternative policies does the 
United States have today which correspond to its position of 
leadership? 


READING REFERENCES 


Altschul, Frank, “America’s New Economic Role.” Foreign Affairs, April 1953, 
pp. 392-404. 

Bingham, Jonathan B., Shirtsleeve Diplomacy. New York, Day, 1953. 

Thorp, Willard F., “Problem of Our Trade Balance.” Foreign Affairs, April 1953, 
pp. 405-17. Also “Randall Report and U.S. Responsibilities.” Foreign Policy 
Bulletin, May 1, 1954. 


Community Economic Survey 


Individual and community relationships to questions of inter- 
national trade can be vividly highlighted by a community eco- 
nomic survey. 

The survey may be undertaken by one or more cooperating 
organizations, such as the League of Women Voters or Rotary, 
or by the high school or local college. Starting with interviews 
with officials of the Chamber of Commerce, banks, industries, 
grange, trade unions, and so forth, information can be collected 
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showing in specific terms the relation of community economic 
life to imports and exports of the United States. 

Graphs, charts and posters may be prepared to point up the 
results of the studies. These can be displayed in a prominent store 
window, bank, or office lobby for general viewing. The town 
newspaper would be invited to assist in the survey and to report 
the findings in a special feature or series of articles. The survey 
committee may wish to present its report formally to the mayor 
or at a special meeting or conference called for town, educational 
and organization leaders. 
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